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Retirement Plans in Industry, by ae 


EDITORIAL DEPARTMENT NOTE 


Under “rugged individualism” the labor cost of producing commodities 
and services has been the wages paid to workers while employed in pro- 
duction. In the past as demand fell and production was cut laborers were 
laid off and labor costs reduced. When old age rendered an individual 
unfit to longer compete in the labor market “rugged individualism” removed 
his name from the payroll. Where industry left off, the state, in the form 
of federa!, state and local governments, had to carry on by providing vari- 
ous types of unemployment relief and old age pensions. Thus unemploy- 
ment and the discarding of the over-age employe has become the burden 
of the taxpayer. Under the present organization of industry, might not at 
least a part of such costs be considered costs of production and be passed 
on to the consumer of goods and services in the form of higher prices? 
The state of Wisconsin has answered “yes” in the case of unemployment 
while several outstanding business units have undertaken the pensioning 
of superannuated employes. 

Our first paper deals with the Wisconsin unemployment insurance plan. 
Passed in 1932, this law has allowed employers until July 1, 1934 to adopt 
certain voluntary insurance plans, after which date the compulsory features 
of the law become effective. ‘The author of the present article, L. E. 
Zastrow, is well qualified to present the subject, having made a special 
study of the law since its passage and delivered a series of ten lectures 
on the provisions of the law and its application to business, at the Univer- 
sity of Wisconsin, Extension Division. Mr. Zastrow received academic 
training in Economics and Accounting from the University of Wisconsin, 
Extension Division and has had a varied experience in public and private 
accounting work. For the last seven years he has been connected with 
the Bucyrus-Erie Company, as Assistant Controller. Mr. Zastrow received 
the C.P.A. degree in 1927. 

Our second article deals with a type of labor cost that many business 
units have accepted voluntarily. Old age pensions are not a recent develop- 
ment, but their significance in the light of the “New Deal” makes this article 
on “Retirement Plans in Industry” of timely interest. The author of the 
article J. L. Block, in addition to his membership in our Association is 
affiliated with the Texas Society of Certified Public Accountants and the 
American Society of Certified Public Accountants. He holds C.P.A. cer- 
tificates from the states of Texas and Louisiana. Through friendships and 
contacts made in the years he has served as the head of J. L. Block & Com- 
pany. He has brought to the Houston Chapter many visitors and many of 
its present members. Playing an active role in the organization of the 
Chapter, he was elected Vice President and has served in that capacity 
for two years. He contributes frequently to the programs and discussions 
of the Chapter. 
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UNEMPLOYMENT INSURANCE 


By L. E. Zastrow, Assistant Controller 
Bucyrus-Erie Co., Milwaukee, Wis. 


U* EMPLOYMENT reserves and compensation became law 
in January of 1932. There was much excitement among the 
employers of this state that Wisconsin was again pioneering in 
radical legislation. The various trade associations began to hold 
meetings upon the subject and to prepare for the new law. 

The task of putting the law into operation was given quite 
naturally to the Industrial Commission and the Commission was 
given practically unlimited powers to accomplish this. The first 
step that the Industrial Commission took was to consult both 
employers and labor as to procedure, and as a result of prelimi- 
nary conferences an “Advisory Committee on Unemployment” 
was formed consisting of three employer and three labor repre- 
sentatives and the Secretary of the Commission as presiding chair- 
man, To aid the Committee, consultants were employed who, 
as some of you know, were Paul A. Raushenbuch, economist on 
leave of absence from the University of Wisconsin, Roger Sher- 
man Hoar, Commercial Attorney for Bucyrus-Erie Company, and 
H. W. Story, General Attorney for Allis-Chalmers Manufactur- 
ing Company. 

The operation of the law was postponed by the legislature in 

the spring of 1933 due to unfavorable business conditions and 
to give further opportunity for employers to establish voluntary 
plans. 
Employers then promptly fell asleep again and the postpone- 
ment which they thought would be a long time in the future is 
now over and on July 1, 1934, providing employers have not 
approved voluntary plans covering 139,000 employes by March 1, 
or the Legislature again postpones the act to a later date, the 
operation of the compulsory features of the law begin. 

Therefore all employers including the State itself or any muni- 
cipality, who employed ten or more persons within each of eighteen 
or more weeks lying wholly within the preceding calendar year in 
this state become subject to the law. 

Certain employment, however, is not included in this law such 
as: 
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1. Farm labor, 

2. Domestic servants, 

3. Employment on a governmental relief project, approved 

as such by the Commission, 

Elected or appointed public officers, 

. Employment by a governmental unit on a salary basis, 

Teachers either in public or private schools, 

Part-time workers working less than half of full time 

hours and registered at a public employment office, 

. Railroad employes in interstate transportation and log- 

ging operations, 

g. Physically handicapped persons working in institutions 

financed largely by donations and not organized for profit. 


Any employer or group of employers shall be exempted from 
various provisions of the law, however, if a voluntary plan for 
unemployment benefits or guaranteed employment is submitted to 
and approved by the Commission. 

In order to standardize and simplify the procedure in the 
drawing up and submission of such plans the Commission, Ad- 
visory Committee, and the consultants have drawn up voluntary 
unemployment plans which any employer can adopt. Six such 
plans were drawn up and they are known as: 


Standard Unemployment Benefit Plan 

2. A B C Unemployment Reserve Fund Plan 
3. D E F Unemployment Reserve Fund Plan 
4. G H I Unemployment Reserve Plan 
5. 
6 


Lal 
. 


X Y Z Unemployment Reserve Plan 
. Guaranteed Employment Plan. 


The D E F and G H I Plans are identical except that the 
G H I Plan provides for a bookkeeping reserve instead of Trust 
Fund. 

A Chart giving a brief description of the various features of 
the plans has been prepared and if you will follow it through 
with me, I am sure it will help to bring out the various points 
in the plans. 

I wish to discuss briefly the principal features of the various 
plans and at the same time try to point out some of the accounting 
problems and records required which will confront you. My 
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discussion will cover the first five plans because of the fact that 
most employers would undoubtedly adopt one of them. However, 
any employer can adopt his own plan if the plan is approved by 
the Industrial Commission and if it meets the following condi- 
tions: (a) makes eligible for benefits at least the employes who 
would be eligible for benefits under the compuisory features of this 
act; (b) provides that the proportion of the benefits to be financed 
by the employer or employers will on the whole be equal to or 
greater than the benefits which would be provided under the com- 
pulsory features of this act; and (c) is on the whole as beneficial 
in all other respects to such employes as the compulsory plan 
provided in this act. 


Fund 

A fund known as an Unemployment Benefit Fund, shall be 
created in either of two ways: 1. By contributions in cash to a 
Trust Fund; 2. By setting up a bookkeeping reserve. 

The first three plans provide for a Trust Fund and the fourth 
and fifth plans provide for bookkeeping reserves. I understand 
that you are allowed to use either method in any of the five plans 
with the possible exception of the A B C. 

A third method, that of investing in Fidelity Investment Asso- 
ciation income contracts has also been added to the other two. 

Under the A B C plan you must keep a separate account with 
each employe for the contributions he makes and the earnings 
he is entitled to. The fund may be commingled, however, for in- 
vestment purposes. 

The Standard Plan also specifies exactly in what type of securi- 
ties the trustee shall invest the Fund. 


Contributions to Fund 

Under the Standard Plan you are required to send your check 
within two weeks after the close of the month for which your 
contributions are made. While plans two, three and four do 
not have any specific limitation, I believe you would be called 
by the Commission to do the same. Chapter 108.17 (2) gives the 
Commission authority to set the date. The rates for the plans 
are shown on Page 1 of the Chart. 

The “Reserve Per Employe” (R. P. E.) is computed on the 
maximum number of employes in any payroll period lying wholly 
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within the preceding 12 months, This applies only to those em- 
ployes who are included in “Basis of Payroll” given on the chart 
for contribution purposes. The X Y Z plan is set up so that you 
contribute the same amount of dollars as the Standard Plan but 
in your computations you use only those employes who are eligible 
to benefits. “Payroll” under the X Y Z plan includes only the 
employes that are eligible for benefits. This the other plans do 
not do. 

The A B C plan is the only plan which provides for contributions 
by employes. These employe contributions however are for addi- 
tional benefits. No employe contributions are permitted under 
the other plans. Chapter 108.11 (2) of the law says that volun- 
tary plans for additional benefits may be established. 


Eligibility Requirements 

All new employes are required to serve a probationary period 
of four weeks (and on at least 12 working days) with each em- 
ployer. Persons on a monthly salary basis are required to serve 
one month with each employer. During the first year of contribu- 
tions all persons will serve their probationary service during that 
time. What happens to persons who leave the employ of a com- 
pany and then are later re-instated, I do not know, although I 
understand regulations covering this will be issued by the Com- 
mission. Apprentices can be required to serve a longer period. 
Any agreement made for a longer period is subject to approval 
by the Commission. 

No person is required to be a resident of Wisconsin under any 
of the first five plans. The only requirement is that the work be 
done in Wisconsin if he is a resident of another state. If he is 
a Wisconsin citizen the “greater part” of the work must be in 
Wisconsin. 

The most important requirement is the wage requirement. No 
employe is eligible for benefits if he has received wages of $1,500 or 
more during the 12 calendar months preceding the close of his 
most recent week of employment. 


Unemployment 


Partial Unemployment exists in any calendar week in which 
the employe’s wages drop below the amount of his benefits for 
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total unemployment. Total unemployment exists when no wage- 
earning service is performed during that calendar week. 


Waiting Period 

Whenever any unemployment occurs after the first year of 
contributions, it must first be counted toward a waiting period 
for which no benefits are payable. Under the Standard and X Y Z 
Plans this is two weeks of total unemployment or an equivalent 
amount in lost benefits for partial unemployment in any 52 con- 
secutive calendar weeks. Visualize for a moment what records 
you must keep on‘an employe in order to determine this under 
our present and past “short hours.” 


Disqualif ying Conditions 

The plans also contain some employment conditions and em- 
ployes are expected to do their part. If they do not, benefits are 
barred or suspended and may be terminated. The conditions are 
as indicated on Page 1 of the Chart. 

“Suitable employment” under “Benefits Terminated” means 
usual employment or other employment for which the employe is 
reasonably fitted and which is in the vicinity of his residence or 
last employment. 

I want to call your particular attention to item (d) under 
Benefits Terminated. If the new employer has an Unemployment 
Plan it acts as a barrier against your terminating his benefit even 
though you notify him. 


Benefits 


Should you lay off an employe due to lack of work and he is 
not barred or ineligible and he has completed his waiting period 
as previously explained, he is now entitled to benefits as shown 
at the top of Page 2 of the Chart. 

However, while the law provides ten weeks maximum benefits 
in any calendar year, it is possible for an employe to actually 
receive 13 weeks. Thus where an employe has worked a full 
52 weeks regularly and you lay him off the last week in Novem- 
ber, he first serves his waiting period of two weeks, which brings 
him to the end of the first week in December. He then collects 
three weeks’ benefit for the remainder of that calendar year. He 
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again collects benefits beginning with January and is entitled to 
one week benefit for every four weeks he worked during the pre- 
ceding 52 weeks prior to his lay-off, providing, of course, he re- 
mains unemployed. As he has through his collections in December 
used up only 12 weeks of that 52-week period he still has 40 weeks 
left on which he can collect benefits in the ratio of one-to-four 
mentioned. 

Another question quite frequently asked is how is partial benefit 
computed. For example, a man’s weekly wage is $25 and he then 
begins to work short hours and after having used up his waiting 
period he earns, say, $7 a week. As he is entitled to 50% of normal 
wages for benefit with a maximum of $10, he would get $10 if 
he were totally unemployed. He, however, received $7 for work- 
ing short hours so he gets the difference of $3. 

Again, I ask you to visualize with me what records of wages 
you must keep and what records of benefits paid. Remember a 
man is entitled to benefits depending upon his employment the 
previous 52 weeks and it does not necessarily mean that this 52 
weeks have to be with one employer as you will see later. You 
will always have to be able to determine the employe’s record 
with you the previous 52 weeks. 


Limitation of Employers’ Liability 

When you compute the benefits I have just discussed, there are 
further complications as under the law the employer does not 
guarantee the full payment of benefits, as his liability to pay is 
limited to the net amount in the fund. ‘ These limitations under the 
various plans are shown on Page 2 of the Chart. 

Let me remind you that R. P. E. is computed on the maximum 
number of those employes who received up to $300 per month 
the preceding 12 months under the first four plans and under the 
X Y Z plan it is only computed on those employes who received 
less than $1,500 the preceding 12 months, 

This computation is made at the beginning of each calendar 
month and must include all contributions due if unpaid and must 
be computed before any benefits are paid. If as stated before 
there is a R. P. E. of $50 as shown in the Standard Plan, then 
benefits are paid in full. If there is less than $50, benefits are 
scaled down in the ratio of $1 of maximum benefits to every $5 
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R. P. E. reduction. Again I want to say the X Y Z Plan uses 
only the protected employes in making these calculations. The 
other three plans make full payment until the fund gets down to 
a point where it is inadequate to continue to do so. 

As I mentioned once before, the employe is entitled to one week me 
of benefits to every four weeks of employment. Employment, ee 
however, need not be continuous for one employer. If such a case ee 
arises the employe collects from his last employer all he has com- 
ing; then goes to his previous employer and collects until he ex- 
hausts the amount due him there; then proceeds to the next 
previous employer,. etc. 

However, no employer is liable for more than 26 weeks or 
30 weeks, as the case may be, after the employe has been laid off. 
When you consider the probationary period of four weeks, the 
waiting period of two or four weeks, I do not believe that very 
much of this will occur. Probationary and waiting period is on the 
basis of “per employer.” 


Employes’ Rights 
No agreement made by an employe to waive any of his rights 


is valid. Neither is an assignment of benefits, nor can benefits 
be garnisheed. 


| Other Provisions 


l Other miscellaneous provisions are shown on Page 2 of the 
Chart. As these are self-explanatory, no further comment is neces- 


| sary. 
| Advantages of Reserve Plan 


Before closing I would like to point out briefly a few advan- 
tages I believe the Bookkeeping Reserve has over the Trust Fund 
Plan. There are two major advantages over Trust Fund: 1. You 
have the money in your hands as working capital; 2. You deal 
directly with your men thereby having better control and quicker 
adjustment of minor misunderstandings which of course makes 
for more satisfied employes. 

Even if you brought all of your employes above $1,500 and 
thereby were not required to pay benefits, the money in the fund 
will be out of your hands as long as you are in business. You 
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might even have to borrow money from the bank to operate your 
business regardless of the fact that you had a large balance in 
your Unemployment Trust Fund. 


Record and Audit of Payroll 


There is a section of the law, Chapter 108.21, that I want you 
to remember. It reads as follows: 

Every employer, whether exempted or not, shall keep a true and accurate 
employment record of all his employes, whether qualified and eligible to 
benefits or not, and of the hours worked for him by each and of the wages 
paid by him to each employe, and shall furnish to the commission upon 
demand a sworn statement of the same. Such record shall be open to 
inspection by the Commission or its authorized representatives at any rea- 
sonable time. 


Guaranteed Employment Plan 


In his book Mr. Hoar gives the Guaranteed Plan first choice 
in his opinion as to the desirability of voluntary plans. No benefits, 
except for apprentices who are laid off before their probationary 
period expires, are payable under this plan. However, if you 
should be unfortunate enough not to be able to provide work for 
any hours that have been guaranteed work you are compelled to 
pay deficiency wages at the regular rates of pay prevailing for 
that employe. There is one provision in the plan, however, which 
gives you considerable flexibility and that is Article g which allows 
you to renew for one year the guaranty of any employe even 
though the first guaranty has not expired providing his past period 
of guaranty has been at least proportionately fulfilled on the basis 
of 42/52. You can thereby divide all.your’employes into groups 
according to the expiration date of guaranty. Then whenever a 
particular group’s guaranty expires, you can notify the members 
that it will not be renewed. 

A further advantage of this staggering method is where you 
run into a period of depression you cam in six months decrease 
your personnel by 50% by simply not renewing those guarantys 
that expire. 

Do not get a wrong impression of this plan. You do not guar- 
antee employment every day in the year but only two-thirds of 
your normal hours in each week of 42 weeks in a year, If you 
transpose this into hours you will find that your guarantee amounts 
to a minimum of 53.8% as long as your normal working hours 
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are 30 or more per week. This is shown below in arithmetical 
form: 52 weeks’ work are available in a calendar year; 42 weeks 
or more have to be guaranteed which is equal to 80.8% of available 
weeks, allowing for a 19.2% personnel shrinkage if staggering 
method of employment is used. A further shrinkage of weekly 
hours is possible as employer is required only to guarantee 2/3 of 
normal weekly hours. This can result in a maximum shrinkage of 
46.2% of available work hours computed as follows: 

42 X_100% 
52 
100% — 53.8% = 46.2% maximum shrinkage in total yearly 

available work hours. 

In closing I wish to express my appreciation to Mr. R. S. Hoar, 
one of the consultants, for his kindness in explaining the difficult 
portions of the law. 


= 80.8% X : = 53.8% minimum guaranteed hrs. 


RETIREMENT PLANS IN INDUSTRY 


By J. L. Block, C.P.A. 
J. L. Block and Company, Houston, Texas 


heey are major hazards of life that make us all dread the 

future, namely: sickness, accident, unemployment, superannua- 
tion and distress of the family by the death of its head. It is com- 
mendable to think that industry has assumed an interest to protect 
its employes so far as it can, in the matter of these social hazards. 
This paper has as its subject for presentation and discussion, the 
hazard of superannuation or old age; and the provision of retire- 
ment plans for this hazard. 

Superannuation, according to the dictionary, means the state of 
being too old for office or business, or of being disqualified by 
old age. And the policy of providing pensions for employes who, 
after meritorious service, are no longer able to discharge their 
duties efficiently and to mitigate the hardships of old age, has 
steadily increased in business of size to justify this innovation. 


Governmental Pensions 


Plans and schemes that have been evolved fall into one of three 
general classes: first: we have the governmental service pensions, 
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of which general class, the military pensions are the oldest. On 
August 26, 1776, Congress offered pensions equal to half-pay, to 
officers and men disabled in the Revolutionary War, with propor- 
tionate pensions in case of partial disability. Following this pen- 
sion law, others of expanding liberality were enacted for our sub- 
sequent wars and Indian disturbances. Extensions were made to 
the soldiers’ widows and other relatives; and from pensions on 
account of disability alone, the scope was enlarged to pensions 
in case of dependence, and finally to service however short. Our 
government has put out over $8,500,000,000 since 1776 on mili- 
tary pensions and the annual outlay now is possibly $250,000,000. 

The War Risk Insurance Act of October 6, 1917, with which 
we are all familiar, provided allowances for the immediate de- 
pendents of those in the service, compensation for the soldier in 
the event of disability or for his dependents in case of death and 
war risk insurance providing benefits to the veteran during his 
permanent and total disability and to his relatives in the event of 
his death. Insurance protection at a peace-time rate was provided 
for every soldier, the hazard of war being borne by Uncle Sam. 
Within 15 months after the passage of the amendment, insurance 
had been granted to more than 4,500,000 applicants, amounting to 
approximately $40,000,000,000. The liability incurred by Uncle 
Sam for losses under war risk insurance is approximately $1,500,- 
000,000 while the total amount of premium received is less than 
$500,000,000. All the forms of relief, insurance and the care of 
veterans have been consolidated in the Veterans’ Bureau. The total 
cost of all these operations concerned: with the World War has 
been over $5,000,000,000. 

The Civil Service pension plan was adopted by Congress on 
May 22, 1920. Retirement is permissible after 15 years of service, 
at ages from 62 to 70, according to the divisions of service. The 
amount of pension, depending upon length of services ranges from 
30% to 60% of the average basic salary of the employe during 
the last 10 years of service. The minimum is $180 a year and the 
maximum $1,020 a year. The plan is financed by a deduction 
of 342% from the salaries of all government employes, the gov- 
ernment being responsible for all that may otherwise be needed, 
including the accrued liabilities. In the Department of State, the 
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deduction from pay is 5% and the pensions are higher, a maximum 
pension of $5,400 being possible. 

From the federal government we turn next to the state and 
municipal governments and we find state and municipal service 
pensions made possible by enabling acts of state legislatures, for 
hazardous services, such as the police and fire departments, and 
later for the public school teachers, and in a few instances com- 
prehensive plans have been adopted for all civil service municipal 
employes and in some cases for all state employes. The first police 
pension fund was that of New York City started before 1893. 
About the same time the first teachers’ pension plan was started 
in Chicago; while a year later New Jersey adopted a state plan 
for teachers. 


Public Old Age Pensions 


Second, we have the public old age pensions, and the mothers 
pensions, which are also governmental plans; justified on the 
theory that the care of the destitute is an obligation of the state. 
It falls within the exercise of the police power, of which the several 
states are the great repositories. This includes the power, within 
bounds, to regulate all matters relating to the public health, safety, 
morals and welfare of the people. Many states have enacted what 
are termed old age pension laws. The Montana law passed in 1923 
provides pensions at age 70 after 15 years’ residence, for those 
with incomes below $300 a year. Wisconsin in 1925 provided for 
pensions at age 70 after 15 years’ residence if property was below 
$3,000. Colorado, Kentucky, Maryland and Nevada have passed 
similar acts, but the counties alone have authority to put the legis- 
lation in force. Quite a number of states passed such legislation 
in 1929. The California Act passed in 1929 provides: the person 
must have attained the age of 70 years, have been a citizen of 
the U. S. for at least 15 years, and have resided in California 
continuously for at least 15 years preceding application, and have 
resided in the county or city in which application is made for at 
least one year immediately preceding the date of application. The 
amount of aid is fixed with due regard to the conditions existing 
in each case, but in no case can the amount when added to the 
income of the applicant from other sources, exceed a total of $1 
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per day. Aid cannot be granted to any person the value of whose 
property at the time of application exceeds $3,000. 

It is estimated that under normal conditions, at least 25% of 
individuals 65 years and over are dependent, wholly or partly, upon 
outside assistance for support. The population, 65 and over of 
the United States, based upon the 1930 Census, was estimated as 
5% to 6%. Therefore, assuming the population 65 years and 
over to be 6,720,000 (514% of 128,000,000) and 25% dependent, 
there would be 1,680,000 dependents. And if we had pension laws 
in all states (in cooperation with the national government) provid- 
ing say 50¢ a day paid to all such individuals, then the yearly cost 
over the United States would be over $306,000,000. 


Industrial Pensions 


Third and lastly, we come to industrial pensions or as we 
prefer to call them: retirement plans in industry or industrial 
deferred service compensation plans. This is the general class 
with which we are chiefly concerned in this paper. Among the 
earliest plans were those of the American Express Company about 
1875, and the Baltimore and Ohio Railroad about 1884. Pension 
plans are in operation in many of our railroads, banks, manu- 
facturing corporations, and oil companies. The Southern Pacific 
Railroad, United States Steel Corporation, American Telephone 
and Telegraph Company, General Electric Company, Bethlehem 
Steel Corporation, are a few of the many companies with pension 
plans. It is estimated that there are over 500 plans in operation 
and the further increase was no doubt halted by the depression 
in 1929. Few of the plans were in operation before 1900 and 
less than 100 before 1910. The first plans in industry began as 
a type of charity or special consideration. Later they began to be 
considered as the economical way to clear the rolls of the less 
efficient workers and as a social obligation constituting a legitimate 
charge against production. This change of attitude has resulted 
in a change of business practice so that even the Federal Income 
Tax Law by its provisions under Sec. 23-a, 23-q, and 165 of the 
Revenue Act of 1932 and Art. 129 and 271 of T. D. Reg. 77 
greatly encourages the establishment of industrial pension plan by 
permitting an industry (taxpayer) to set up annually during the 
period of service of the employe a reserve as a charge to operations 
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or deduction from income, out of which to provide the pension 
payable. There is also a supplemental feature in some of the 
industrial plans by which the employe is permitted, although not 
required, to subscribe for an additional pension with payment by 
the employe of part of the cost. If the employe leaves the service 
before fulfillment of pension service requirements or chooses to 
withdraw from the supplemental feature, his contributions are re- 
turned him with interest. The customary pension age is from 
' 60 to 70 for men and 55 to 65 for women. The amount of pension 
is generally based on a percentage of the average salary received 
over a given period of service, usually the last five or ten years 
before date of retirement; but the tendency is to lengthen the 
period and in the most modern plans, to cover the entire period 
of service. The pension becomes an absolute obligation by ful- 
fillment on the part of the employe of the pension plan require- 
ments. It then constitutes a life annuity and many of the employer- 
companies place the administration of their pension plan with a 
life insurance company. 

A feature of many pension plans is that the employe must have 
been in the continuous service of the employer-company not less 
than 20 years before retirement and that an employe entering the 
service after age 45 shall not be eligible for the pension plan. This 
has sometimes been construed as a policy against the hiring of 
men over 45 years of age. One of the objects of industrial pension 
plans is to encourage long-service and the employe is not given 
the pension unless he enters the service before age 45 and remains 
in the employ not less than 20 years. As a rule I should think 
that the man who finds himself out of a job at the age of 45 and 
over, is quite willing to accept work without the free pension, as 
he can generally purchase an annuity of a life insurance company. 
For instance a man at age 50 can purchase an annuity of $50 per 
month payable beginning at age 65 for a premium of approximately 
$330 per annum or $29 monthly. 

This annuity would be guaranteed for ten years certain and 
as much longer as the annuitant shall live. In other words if he 
should die in less than 10 years after he begins to receive his 
$50 per month, his beneficiary or estate would receive the unused 
portion of a principal of approximately $6,300, the value of his 
annuity at age 65. 
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The worker does not feel that in the free pension the recipient 
gets something for nothing. Rather, since the question of wages 
and pensions are involved together, he feels that the free pensions 
will be adjusted to the salary and wage scale, under economic 
necessity. As stated by Albert de Roode: “A pension considered 
as part of the real wages of an employe is really paid by the em- 
ploye, not perhaps in money but in the foregoing of an increase 
in wages which he might obtain except for the establishment of a 
pension system.” 


Insurance Survey 


As an illustration of industrial age distribution, I will quote 
from data compiled by the Industrial Relations Department of 
the National Association of Manufacturers, in 1928, based on an 
analysis of 2,632,822 workers from the combined group life in- 
surance experience of the following six prominent life insurance 
companies: tna, Connecticut General, Metropolitan, Prudential, 
Travelers, and the Sun of Canada. 


Table of Age Distribution: 


Age Group Per Cent 

7.76 

15.68 

15.74 

14.29 

10.65 

8.06 

4.18 

2.56 

1.49 

63 
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Over Age 
4.92 
87 


It will be observed that the largest number of workers appear 
in the age range, 21 to 35, which accounts for 45.71% of the whole. 
It is this range particularly that industry aims to retain in the 
service and hence the inducements of group life insurance, retire- 
ment plans, employe welfare associations, stock purchase plans, 
and other employe welfare plans, to provide protection against the 
social hazards of the future, both during the worker’s industrial 
life and his post-industrial life, 

I have selected for comment three notable industrial pension 
plans which I believe are fairly illustrative of the requirements 
of such plans in industry. 


Plan of General Electric Company 


This plan was established in 1912. Originally it provided for a 
retirement rate of 1% of the average yearly wage for the 10 
years prior to reaching the age of retirement, times the number 
of years employed. In 1918 the retirement rate was increased 
to 1%4%, and the rate is still in effect. In 1928 the General 
Electric Pension Trust was created and over $9,000,000 has been 
placed in this trust by the Company for the payment of pensions. 
Under the provisions of the General Electric Plan over $2,500,000 
have been paid to retired employes. A large proportion of these 
payments were made in the form of disability relief to employes 
who, after 20 or more years of continuous service, became perma- 
nently incapacitated for further work. There are now about 1,000 
former employes receiving pension or disability relief. Besides 
this free or non-contributory pension plan, the Company also has 
the Additional Pension Plan, established in 1928, so that em- 
ployes might, from savings from their earnings, make additional 
or more adequate provision for their old age. Funds contributed 
by the employes under this Additional Pension Plan belong to 
the employes. If an employe leaves or dies, he or his beneficiary 
will receive the amount so accumulated. When an employe retires 
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he will receive the funds so accumulated, and, if he is eligible, 
will also receive a monthly allowance as long as he lives, under 
the free or non-contributory pension plan. 

The requirements for the payment of the free or non-contribu- 
tory or old age pension plan, are: 


1. Employe must remain in the service continuously for at 
least 20 years and have reached the age of retirement. 

2. Provision is made for disability relief for employes who 
have become permanently incapacitated for further work. 

3. The plan is open only to those who join the Additional 
Pension Plan. 

4. The administration of the Pension Plan is in charge of 
a Pension Board of five or more officers and employes, 
under the President, and appointed annually by the Board 
of Directors of the Company. 

5. Retirement Age: Man—7o. Woman—6o. 

6. Optional Retirement Age: 65-69. 

7. Disability Pension: Age 65. 


Pension Allowance. As has been stated before the annual 
amount of the pension shall equal the retirement rate of 114% of 
the average yearly wage for the ten years prior to reaching the 
age of retirement, times the number of years employed prior to 
reaching the age of retirement. For example, if the employe’s 
average annual wage for ten years is $2,000 (approximately $40 
per week) and he has been in the service for 30 years, he would 
receive: $2,000 X .015 X 30 = $900 per’ year, or $75 per month. 

Retirement for Men, Age 65-69. The disability pension and 
the optional retirement allowance for a man who has reached the 
age of 65 years and has not reached the age of 70 years, is com- 
puted as in the case of the Old Age pension, except that the 
retirement rate is less, based on life expectancy determined in 
accordance with life insurance actuarial tables. For instance under 
the G. E. plan, life expectancy at age 70, when the retirement 
rate of 144% applies as has been shown above, is 8.81 years. 
Whereas at age 65, life expectancy being 11.34 years, the rate be- 
comes 1.165% ; and for age 66 the life expectancy being 10.80 
years, the rate becomes 1.223%; and so on. 

Disability Relief. The Pension Board is authorized to grant 
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disability relief to any employe under 65 years of age who has 
been 20 years or more continuously in the service and who becomes 
permanently incapacitated for further work. Discretion is allowed 
the Board to fix the amount in each case except that it shall in 
no case exceed 114% of the average yearly wage for the ten years 
prior to becoming disabled, times the number of years of con- 
tinuous service. 

Additional Pension Plan. Participation in this plan is re- 
quired of all employes upon completing five years of continuous 
service; while after one year of continuous service and until 
completion of five, it is voluntary. The amount contributed by 
each employe, under this plan is based upon a rate of his annual 
wage or salary according to his age at coming into the plan. The 
rate ranges from 114% for age 28 and below, to 15% for age 60 
or over. 

At the time the employe retires under the Old Age Pension as 
provided by the Company, the custodians of the amounts con- 
tributed by the employes under this Additional Pension Plan, will 
pay him the amount accumulated in one of the following ways 
as they in their discretion may determine: 


1. In not less than 120 monthly payments. 
2. In one sum. 

3. In securities. 

4. In purchase of an annuity. 


If payment should be made in 120 monthly payments and the 
emplove should die before such payments are completed, the re- 
mainder of the payments are made to the beneficiary named by 
him or, at the request of the beneficiary, will be made in one 
sum, less interest for advance payment or, in the absence of 
a designated beneficiary, either to the estate of the employe or to 
such dependent or next of kin as the custodians may elect. 

If an employe leaves the service of the Company, he shall at 
the time receive the amount accumulated. 

If an employe dies before retiring on a pension, the amount 
accumulated shall be given to his designated beneficiary or, in 
the absence of a designated beneficiary, either to the estate of the 
employe or to such dependent or next of kin as the custodians may 
select. 
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As an illustration of the accumulations under the Additional 
Pension Plan, the following example is given: 

An employe enters service at age 24. His wages are $40 per 
week. He joins this plan at age 25. The percentage of “annual 
wages or salary” to be contributed is 1.5% and accordingly his 
contribution becomes approximately $30 per year (40 X 52 
X .015). 

If the employe dies or leaves at age 45, after having participated 
in the plan for 20 years, the amount so set aside will be $600, but 
he or his family will receive the amount accumulated which is 
$1,011 (for the G. E. has been able to earn for this plan net 
income of 5% compounded semi-annually, due in part to another 
employe welfare plan of theirs called the 5% Supplementary Com- 
pensation Plan). 

If he should remain in the service of the Company until 65 years 
of age, the amount so set aside in 40 years will be $1,200, but the 
amount accumulated will be $3,726. If he retires on pension at 
that time and the custodians decide to make payments for 120 
months, each payment from the amount accumulated from his 
savings would be $39.52 and the old age pension granted by the 
Company for 41 years of service would be $79.61 per month, or 
a total of $119.13 per month. 

I have given you possibly a little more detail than merely the 
high points because of General Electric’s standing as one of our 
fundamental industrial enterprises. At the very outset of our 
present depression, Mr. Gerard Swope, the President of G. E., 
submitted a plan to President Hoover which is today the embodi- 
ment of the N.I.R.A. President Hoover did not put it through 
but President Roosevelt did. 


Plan of Subsidiary Companies of Bethlehem Steel Corporation 


The plan was established January 1, 1923. The Administration 
is entrusted to a General Pension Board of five or more officers 
or employes appointed by the President. (Note the only differ- 
ence to the G. E. is that with the latter the Pension Board is 
under the President but appointed by the Board of Directors). 
There are about 1,800 pensioners on the pension payroll of which 
about 80% class as regular (service and age) cases, and 20% 
as special (disability) cases. During 1932, 430 new pensions 
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were granted and 117 pensions were terminated, leaving a balance 
of 1,781 active pensioners on the pension payroll as of December 
31, 1932. The average monthly pension amount for the 430 
pensions granted during the year was $40. The average period of 
service for the 430 employes pensioned during 1932 was 35.83 
years; which included 72 employes who had been in the service 
of the company for more than 45 years, 31 of them having continu- 
ous service records of more than 50 years. The average age of 
the 430 employes pensioned in 1932 was 67.40 years. Of the 
117 pensions terminated during 1932, 116 were terminated be- 
cause of death and 1 (originally granted as a special allowance) 
because the time limit had expired. The average length of time 
during which the 117 terminated pensioners had received payment 
was 6.23 years. The shortest period of payment was .33 of a 
year, and the longest period was 19.50 years. The total amount 
of money paid to pensioners from January 1, 1923 (the date of 
adoption) to December 31, 1932, was $5,110,356, as compared 
to $2,500,000 paid to retired employes under the G. E.’s plan. 
The provisions for the payment of the pension, are: 


1. All employes, except officers and directors, are eligible. 

2. Such employe must remain in the service continuously for at 
least 25 or more years and have reached the age of 65 years 
to receive a pension. 

3. Provision is made for employes who may become wholly 
incapacitated for future work through any unavoidable cause. 

4. The annual amount of the pension shall equal 1% of the 
average yearly wage of such employe for the 10 years prior 
to retirement, times the number of years employed. For 
example, if the employe’s average annual wage for Io years 
is $1,200 and he has been in the service for 30 years, he 
would receive 30 X $12 (1% of 1200) which equals $360 
per year, or $30 per month. 

5. No pension granted shall be more than $100 per month or 
less than $15 per month, except as provided below. 

6. Any such employe who shall have been 15 years or more 
in such service and who becomes wholly incapacitated for 
future work through any unavoidable cause may at the dis- 
cretion of the General Pension Board be retired from active 


1197 


| 

{ 

| 

i 


N. A. C. A. Bulletin 


June 15, 1934 


service and receive a pension, which will be calculated in the 
same manner as in the case of the regular pension allow- 
ance, except that the specified minimum amount of pension 
shall not apply. 

Pensions are paid at the close of each calendar month and 
terminate with payment for the month succeeding that in 
which the death of the retired employe occurs. 


Plan of American Telephone and Telegraph Company 


The plan was established January 1, 1913. A summary of the 
requirements is as follows: 


I. 


The Administration of the Plan for Employes’ Pensions, is 
under a Committee of five appointed by the Board of Di- 
rectors, called: the Employes’ Benefit Committee. 

For the purpose of the retirement on pension, the employes 
are classified as follows: 

Class A—Employes whose age is 60 years or more (women 
55 or more) and who have remained continuously in the 
service at least 20 years or more, may be retired on a serv- 
ice pension either at their own request or at the discretion 
of the Committee. 

Class B—Employes whose age is 55 to 59 years (women 50 
to 54) and wko have remained continuously in the service 
at least 25 years or more, may be retired on a service pension 
at the discretion of the Committee and with the approval 
of the President or Vice President. 

Class C—Employes whose age is less than 55 years (women 
less than 50) and who have remained continuously in the 
service at least 30 years or more, may be retired in the same 
way as in the case of Class B-Employes. 

Class D—Any employe who has been 15 years or more con- 
tinuously in the service and who becomes totally disabled by 
reason of sickness may, at the discretion of the Committee 
and with the approval of the President or Vice President, be 
granted a disability pension. 

The amount of the annual pension in any of the above cases 
is 1% of the average annual pay for ten years, multiplied 
by the number of years in the employe’s term of employment. 
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For example, an employe whose term of employment at time 
of retirement has been 30 years and whose average pay for 
10 years has been $1,500 a year, will receive an annual per- 
sion equal to 30% of $1,500 or $450; payable in monthly 
amounts of $37.50. 

4- The minimum pension is $30 a month but not to apply to 
disability pensions granted to employes of less than 20 years’ 
service. 


Summary of Plans 


Time does not permit me to refer to any other plans but these 
three will afford a fair idea as to types. 

The General Electric plan for instance provides for a free or 
non-contributory pension and an involuntary additional plan con- 
tributed to wholly by the employe ; while the Bethlehem and Ameri- 
can Telephone and Telegraph Company plans provide only for a 
free or non-contributory pension. There is still another promi- 
nent type in the oil industry which in addition to a free pension 
also offers an additional pension, the cost of which is carried 
jointly by the employe and the company. 

In all of these pension plans, a trust fund is placed with a board 
of private trustees or with a life insurance company. The fund 
is maintained by periodic charges to operating expenses and pay- 
ments to the fund in such amounts that when an employe becomes 
eligible to receive a service pension, there will be available in the 
pension fund an amount sufficient to provide for him a pension 
in the amount stated in the plan. In case of termination of the 
plan, the integrity of the pension fund as respects the trust fund 
to be applied to the service pensions that have taken effect, is 
preserved. 

When we consider the subject of industrial pension systems 
in the United States, we find differences in details of systems in 
manufacture, banking, the railroads and other public utility lines. 
The oil industry presents some differences that have the appear- 
ance of more liberality due to the progressiveness, prosperousness 
and the comparative youngness of this industry. 

It is estimated that at the present time the number of pensioners 
in industry is in excess of 100,000 and that over $50,000,000 
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per annum is paid as pensions. About one-half of this total is 
paid by the railroad companies. 

Pension plans per se, are classified primarily as non-contribu- 
tory, contributory, or both. Non-contributory means that the 
employe makes no money contribution to the scheme. Non-con- 
tributory plans are further classified as discretionary and limited- 
contractual. Discretionary plans reserve to the employer the 
exclusive right to grant, withhold, reduce or terminate the allow- 
ance in individual cases, or to modify or abandon the plan alto- 
gether. Limited-Contractual plans are discretionary during the 
working-life but pensions once granted may not be changed. 

Contributory plans, in most cases are also limited-contractual 
and the employe is entitled in any circumstances to the eventual 
return of his own contributions, either with or without interest. 

When the short-lived depression of 1921 occurred, it brought to 
attention a serious defect in many existing pension plans. Very 
few of the industrial pension plans in the United States were 
established with accurate calculation of their future costs and 
adequate provision for financing. Companies were incurring lia- 
bility for deferred annuities without actuarial calculations of costs 
and without funding in due time the resources which with accumu- 
lations to the maturity of the obligation would be sufficient to 
meet them. 


Accounting 


We come now to the accounting principles involved in the plans. 
The cost in any given case must be actuarially calculated and 
periodically charged to operating expense. In other words it is 
an accounting principle of industrial pension plans that the cost 
of pensions, as a part of the cost of labor, needs to be accrued 
year by year throughout the years in which the labor is performed. 
The sums thus calculated represent the present value of the future 
pension liability accruing because of service rendered during the 
current year. They are paid into the Pension Fund which may 
be trusted either with an insurance company or a private trustee. 
For this reason it is often said that the pension is deferred service 
compensation in reward for fulfillment of length of service. If 
no sufficient charge is made currently, the question may be raised, 
whether the balance sheet of a firm having a pension system in 
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operation, is correctly stated unless the accrued pension liability is 
stated with whatever accuracy is possible. Unless the accrued 
pension liability is properly provided for, the costs will be under- 
stated and the future will bear an expense for which it would 
be receiving no return and which under the then conditions may 
be difficult to bear. Pension costs should be borne year by year as 
they accrue in respect of each year’s services, for they are part of 
each year’s current labor expense and fully considered by the 
employer as such. As stated before, even the federal government 
in the income tax law gives recognition to this principle of accru- 
ing pension costs'during the working life of the employe. And 
the Interstate Commerce Commission on November 23, 1928 issued 
an order permitting current charges for the purpose of providing 
for future pension payments. 

Taking as an example, a pension of $400 a year, payments under 
which begin at age 65, it would appear that the employer of the 
worker who is to receive this pension should charge his production 
cost annually by a series of annual amounts which, at the expira- 
tion of the term of service, would be expected to equal the then 
value of an annuity of $400 a year payable for life. Thus, a worker 
employed at 25 years of age, and having therefore 40 years of 
service before him would represent a pension cost to the employer 
during each year of service of about $38.45, that being the amount 
which, accumulated at 4% over a period of 40 years, would pro- 
duce $3,800, which is the approximate present value of a life an- 
nuity of $400. 

Of course the problem is not in practice quite so simple, as the 
liability is a contingent one. Of a group of men now aged 25, 
many will die before reaching 65, and many will leave the service. 
On the other hand, contingencies of other sorts must be considered. 
When employes leave the service prior to pension status, the re- 
serve that has been set up with respect to their annuities is free for 
use as a reserve for other employes. In spite of the many factors 
to be considered it is possible to use a formula of actuarial deter- 
mination of cost to accrue the pension liability that will be mathe- 
matically correct. However these matters are the affairs of the 
actuaries rather than of the accountants. 

The actuarial phases of a pension are pretty much an insurance 
question in a sense; and it is proper to consider the amount of the 
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annuity reserve to be set up as that which would equal the purchase 
price of an annuity from a life-insurance company. 

In 1922 the insurance companies entered the field of industrial 
pension plans. Their plans as offered for some reason did not meet 
with much response from the employers. However there is a field 
for the insurance company in the planning of methods of comput- 
ing the cost, of funding the liabilities on an accrual basis, and in 
matters of the administration of the pension fund. 
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= ying Plant Investments May 1 

ayroll Accounting May 15 

Savings-Sharing Incentive Plan for Salesmen May 15 
Cotton Mills and the Futures Market June 1 
Cost Distribution in the Telephone Business June 1 
Unemployment Insurance June 15 - 


Retirement Plans in Industry June 15 
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ATTENTION! 


C ome to the Fifteenth Convention 

O f the 

National Association of Cost Accountants. 
V astly important 

Economic and accounting problems, 

N ow uppermost in 


T he minds of all accountants 


I ntelligently explained and discussed by 


O utstanding authorities of 
N ational importance. 
AT THE 


CLEVELAND HOTEL 
IN 


CLEVELAND, OHIO 


JUNE 25, 26, 27, 28, 1934 
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